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We could not validate the ending balance of $8.6 billion in land assets reported on the FY 2004 Financial Statements despite available documentation to support USACE ownership of the land assets. Based on our FY 2002 sample results, USACE could not provide supporting documentation on $1.78 billion of the $2.35 billion (76 percent) that represented administrative cost. Further, the remaining costs that made up the statistical sample represented land tract cost that included unsupported costs for land tracts and unsupported values for land assets acquired through donations. In addition, the value of land assets may have been misstated because the ending balance included costs associated with land tracts that were disposed of, and did not include costs of reservoirs that were misclassified as buildings and structures. As a result, the ending balance for land assets was not ready for substantive audit testing or audit. USACE should establish an oversight process that provides periodic reviews of land asset transactions at the activity level. See the Finding section of the report for detailed recommendations.
Management Comments and Audit Response. The Commander of the U.S. Army Corps of Engineers concurred with the findings and recommendations and stated that all corrective actions would be completed by June 30, 2005 . Comments received from the Commander U.S. Army Corps of Engineers were partially responsive, but did not address the development of a Civil Works Headquarters oversight process to conduct periodic Civil Works Headquarters reviews of land asset transactions. Further, comments quoted the EC 405-1-12, Chapter 16, Appendix D and Information Paper 11 that misstated the retention period for supporting documentation. Comments did not identify the oversight process that will ensure specifically that each land tract is properly documented. Comments did not recognize that a reconciliation of the supporting system and the summary system is required to comply with generally accepted accounting principles.
Compliance with these recommendations is important to ensure that the benefits of the auditors' work are realized and the USACE will develop an accurate baseline for land assets. Therefore, we request that the Commander, U.S. Army Corps of Engineers, Civil Works provide further comments to Recommendations 1 through 5 by June 6, 2005 . (See the Finding section for a discussion of management comments and the Management Comments section of the report for a complete text of the comments.)
ii In addition, the value of land assets may have been misstated because the ending balance included costs associated with land tracts that were disposed of and did not include reservoirs that were misclassified as buildings and structures.
These conditions occurred because USACE did not ensure implementation of appropriate guidance and procedures including:
"* retention of documentation to support administrative costs, and "* consistent application of guidance related to classification and valuation of land asset costs at each of the activities.
In addition, USACE did not have an integrated subsidiary ledger to support land assets reported on the financial statements, and did not perform a manual reconciliation between financial records and real property records that would have identified inconsistencies between the two. As a result, USACE land assets were not ready for substantive audit testing or audit. Administrative Costs. USACE did not retain the supporting documentation for administrative costs. As a result, we could not complete detailed testing planned for this audit and limited our review to the sample of land administrative costs. Of the $2.35 billion in administrative costs reviewed in our sample, about $1.78 billion (or 76 percent)6 was not adequately supported. USACE did not retain the supporting documentation required by DoD FMR, Volume 4, chapter 6. Appendix D, Table D -1, provides a summary of unsupported administrative costs for the 16 activities reviewed.
Additionally, we found 19 property identification accounts valued at $31.1 million that were solely administrative costs. Because these administrative costs were not associated with a specific land tract and no documentation was available to identify what generated this cost, we could not determine if this was a valid cost associated with land assets.
Land Tract Costs. Land tract costs (direct cost) made up approximately $2.4 billion of total land acquisition cost reported by USACE in FY 2002. The actual cost of land tracts in activities that were part of the sample was approximately $1.5 billion. USACE assigns a property identification number (ID) to specific projects in order to account for land assets. Although substantially compliant with assertions related to rights and existence of land assets, we did find issues that need additional attention. Some specific issues we identified follow. "* Supporting Documentation. Land tract acquisition costs in REMIS were either not supported by appropriate documentation, or the amounts stated on the deed differed from the value stated in REMIS. Supporting documentation was not available for 486 land tracts valued in REMIS at $9.8 million. For example, one district had no supporting documentation for a land tract valued in REMIS at $449,179. In addition, the amount USACE recorded in REMIS differed from supporting documentation for 590 land tracts. These differences are not material but are important because they affect the beginning balance for land assets. Because some errors were overstatements and others were understatements, the net effect on the financial reporting was $15.9 million in errors. For example, one district recorded a purchase involving two land tracts in REMIS at $315,975. Supporting documentation for the purchase indicated a purchase cost of $191,500-an overstatement of $124,475. This error occurred because the district entered the total cost of both tracts for one tract and entered the prorated cost for the other tract. Appendix D, Table D -3, summarizes the potential misstatements for acquisition costs. Disposals. USACE activities had unrecorded disposals of land tracts (whole and partial) and the related administrative costs. When a USACE activity disposes of land, it removes the acreage from REMIS, but retains the acquisition value of that land in the REMIS database. Real estate personnel use a manual process to notify Resource Management (financial staff) personnel that the land has been disposed of. Resource Management personnel then manually input the data into CEFMS. This was verified by personnel at one activity when they attributed differences between the two databases, CEFMS and REMIS, to unreconciled disposals of land. In addition, USACE management acknowledged that unrecorded disposals were a problem at the activity level. We did not quantify the extent to which disposals were unrecorded because the documentation did not always exist. Also, reconciliation would depend on personnel remembering the various projects' histories to determine the difference.
See Appendix D, Table D -1, for a summary of documentation errors found at each activity reviewed.
USACE Implementation of Policy and Procedures
Records Retention Guidance. USACE activities had material amounts of unsupported administrative costs. This condition occurred because USACE activities followed guidance in National Archives and Records Administration, General Records Schedule No. 3, item 3, which requires that the routine procurement files related to transactions other than real property, that exceed $2,000, be retained until 6 years and 3 months after final payment. USACE management cited the 6 years and 3 month retention period as the reason for the lack of documentation to support administration costs. However, the activities misinterpreted the guidance related to retention of documentation for land administrative costs and applied the wrong section. USACE activities should have followed the more relevant guidance in National Archives and Records Administration, General Records Schedule No. 3, item 1, which states that records, other than abstracts or certificates of title, relating to real property acquired after December 31, 1920, are to be retained until 10 years after the Government's unconditional sale or release of conditions, restrictions, mortgages, or other liens. Since administrative costs are capitalized as land assets falling under the definition of real property on the balance sheet, the costs should be treated as real property and therefore, the supporting documentation should be retained until 10 years after the sale or release of the property. what the Army Audit Agency reported to be $10.5 billion in differences between real property records and general ledger records, whose systems were not integrated. USACE activities were to continue to perform an annual reconciliation to ensure that the ledgers remained in balance until the real property and general ledger systems were integrated.
From 1994 through 1998, each of the USACE activities implemented the initial reconciliation process before converting financial records from the Corps of Engineers Management Information System to CEFMS. At that time CEFMS became (and remains) the financial management and accounting system for USACE. USACE intended to integrate CEFMS with REMIS to create a control ledger-subsidiary ledger account relationship for real property accounts in response to the 1994 Army Audit Agency report. Until this was achieved, USACE implemented a manual reconciliation process that was intended to establish audit trails and ensure that real property additions, corrections, and disposals were accurately captured in both CEFMS and REMIS. In addition, USACE Memorandum, "Real Property Inventory/Reconciliation for CFO Act Responsibilities," August 1, 1996, states that real property subsidiary records in REMIS must be reconciled annually (at a minimum) with the general ledger records for real property accounts. This control procedure is required to ensure that any real property additions, corrections, or disposals are accurately captured in REMIS and CEFMS.
USACE inconsistently followed guidance to complete manual reconciliations. Only 1 of the 16 activities demonstrated they had periodically performed the manual reconciliation and could explain the differences between the two systems. Examples of these differences include data entry errors, total and partial disposals, and administrative cost activity recorded either in REMIS or CEFMS but not both systems. The reconciliation of total and partial disposals of land tracts and their related administrative costs is important because the disposal process is manual and requires parallel coordination between activity financial and real estate divisions. The types of errors identified during the current review indicate lack of management oversight, failure to implement the policy, and ineffective annual reconciliations.
USACE needs to develop an integrated subsidiary ledger capability for CEFMS to ensure an audit trail exists from source documents to the financial statements, as agreed to in USACE comments on DoD Inspector General Audit Report D-2004-044, "Subsidiary Ledgers at the U.S. Army Corps of Engineers," January 16, 2004. In addition, USACE should ensure that business processes are developed that will correct the inconsistent reporting and documentation of land assets and should develop internal control processes that provide periodic review to test land accounting transactions at the activity level.
Ongoing Actions USACE has been receptive to recommendations made by DoD OIG in response to in-process reviews with management and site visits to activities included in our samples. Specifically regarding administrative cost and developing a subsidiary ledger capability, USACE management has issued information papers addressing real property issues such as the lack of supporting documentation for acquisition costs, reservoirs, and periodic reconciliation of records in CEFMS and REMIS.
Representatives of the DoD OIG, USACE, and the Government Accountability Office met to determine possible alternatives that could validate the land administrative costs. The result was a Memorandum of Agreement signed by the Director of the Defense Financial Auditing Service for the DoD Inspector General and the Director of Resource Management at USACE titled, "Support for Recorded Book Cost of General Property, Plant and Equipment Assets," June 9, 2004. As part of the Memorandum of Agreement, USACE will obtain and provide to the DoD OIG copies of the reconciliation documents prepared by each of the USACE activities to convert financial records from the Corps of Engineers Management Information System to CEFMS. USACE will also reconstruct any FY 1994 through FY 1998 reconciliations that are missing, using the same process used to create the original spreadsheets. USACE will then annotate on the spreadsheets "non-original" and attest to the information and the methodology used to remake them. USACE will write off the recorded amounts or provide valid estimates for any conversion spreadsheets it cannot reconstruct. The DoD OIG land audit team will determine whether the reconciliation process for each USACE project is reasonable for acceptability as alternative supporting documentation for land administrative costs incurred before USACE converted to CEFMS. This will help USACE develop a baseline for land assets.
Conclusion
Auditors could not rely on the land asset value presented in the USACE FYs 2002 through 2004 financial statements. We were unable to validate administrative costs associated with getting land assets ready for their intended use because of the lack of appropriate supporting documentation. Administrative costs make up a material part 8 of the total value of land assets in the USACE financial statements. We were able to complete existence and rights testing on the purchase price of land tracts and found the error rate to be below the materiality threshold. However, land tract purchase price comprises only that portion actually paid for land and does not contain administrative cost. Consequently, the land tract purchase price is not representative of the line item. Because we addressed USACE subsidiary ledgers in a separate report, we have not included specific recommendations here regarding the matter.
Although we could not quantify the total population, USACE personnel estimated that administrative costs make up at least 70 percent of total land cost on the financial statements.
Recommendations, Management Comments, and Audit Response
We recommend that the Commander of the U.S. Army Corps of Engineers, Civil Works establish an oversight process that provides periodic reviews by Civil Works headquarters of land asset transactions at the activity level to include:
1. Defining administrative costs and ensuring that all activities retain required supporting documentation for all costs associated with land acquisition. However, the USACE did not address the overall recommendation that Army Corps of Engineers Headquarters establish an oversight process that provides periodic reviews of land asset transactions at the activity level. As explained in this report, Field activity implementation of Headquarters guidance was dependent on individual ability and interpretation of the guidance. As a result, we found diverse methods of record keeping at the various field activities which indicated that oversight was needed for consistent implementation of guidance. In addition, the EC 405-1-12, Chapter 16, Appendix D, misstated the retention period for land assets. National Archives and Records Administration is the authority that sets documentation retention, and it states that land records should be retained for the life of the asset plus 10 years. We request that U.S. Army Corps of Engineers Headquarters provide more specific details as to how they intend to establish an oversight process to monitor all the elements of the recommendations, and provide details relating specifically to retention of documentation to support costs associated with land acquisition.
2. Applying appropriate guidance related to the retention of land records. Audit Response: Management comments are partially responsive. We agree that updating Information Paper I11 will emphasize the need to ensure all land records are retained. However, the Information Paper offers erroneous guidance for the retention period for land assets. National Archives and Records Administration is the authority that sets retention periods for documentation and it states that land records should be retained for the life of the asset plus 10 years. We request that U.S. Army Corps of Engineers Headquarters update Information Paper 11 to reflect the correct retention period for documentation and specify an implementation date in response to the final report.
3. Defining and consistently classifying reservoir costs. Audit Response: Management comments are unclear and do not fully address the recommendation. The comments indicate that USACE, adhering to an audit recommendation from the Army Audit Agency, eliminated an audit trail from the supporting documentation in REMIS to the summary records in CEFMS. An audit trail is necessary for records to comply with generally accepted accounting principles. Although the U.S. Army Corps of Engineers Headquarters does not consider REMIS a subsidiary ledger, it is the only detailed record of land acquisition retained by USACE that supports the direct cost of land assets in CEFMS. In response to a prior DoD IG audit report, "Subsidiary Ledgers at the U.S. Army Corps of Engineers" (D-2004-044 ) the Commander, U. S. Army Corps of Engineers agreed that USACE would generate and reconcile general ledger control accounts to their supporting subsidiary data at the close of each accounting period and maintain a record of the subsidiary ledgers as an audit trail. We request that the U.S. Army Corps of Engineers identify the subsidiary ledger for land assets that provides detailed support for the summary ledger, CEFMS, and provide details of how reconciliation occurs between the two systems to ensure accurate financial reporting of additions and disposals of land assets.
6. Identifying and recording the unrecorded disposals of land tracts.
Management Comments: The Commander of the U.S. Army Corps of Engineers concurred and stated USACE headquarters will update information paper Number 11, Land, directing USACE Districts to identify and record all unrecorded disposals of land tracts by project. In addition, a process to determine the proper adjustments will also be provided in the paper. To perform substantive testing of land assets and determine the accuracy of data in the CEFMS database we determined that 40 District activities and 2 Division activities accounted for land assets. We selected a sample 16 activities that were representative of total land assets. Specific land tracts are identified in property identification numbers. We selected and reviewed a statistical sample of 523 property identification numbers. See Appendix C for details related to the sample selection process. We also held meetings with USACE Headquarters resource management and real property personnel in Washington, D.C., in addition to the activities stated above. We visited or requested data calls from the activities listed in the following Sample Design. The project used a three-stage sample design. The first stage used was a "probability proportional to size" design by activity; the second stage stratified the design by Property ID; and the third stage stratified design by Tract Number.
At the first stage, we determined that a sample size of 40 activities was appropriate, based on information from prior audit work and our professional judgment. The activities were randomly selected with replacement, and with selection probabilities based on reported book value dollars using the random number capabilities in the statistical analysis software to generate random numbers between 0 and 8,050,295,769, which correspond to the dollar value range of the population. The sample of 40 activities was selected with replacement and resulted in 16 unique activities.
After drawing the first stage sample, the audit team decided to remove power marketing asset and known administrative cost items from the population. This decision reduced the total book value to $5,982,607,538 and total Property IDs to 2,077. Because the activities were selected probability proportional to size based on a population of $8,050,295,769, the population (as well as the original dollar totals in each activity) was not changed to preserve the validity of the sample weights; only the efficiency of the sampling process was affected.
For the second stage we used a stratified design by Property ID that consisted of 20 Property IDs for each activity selected at the first stage. The first stratum in the second stage is a census of the five Property IDs with the highest dollar book value. The second stratum consisted of Property IDs selected by simple random selection without replacement from the remaining non-census Property IDs. The non-census Property IDs were randomized using the random number capabilities of Microsoft Excel 2000 (9.0). We selected 787 Property IDs with 523 of those sample IDs being unique.
For the third stage we stratified the design by tract number within sampled Property IDs. The first stratum was a census of the top five REMIS book dollar value tracts. The second stratum consisted of 15 non-census items selected by simple random selection without replacement, using the random number capabilities of Microsoft Excel 2000 (9.0). Our final sample consisted of 8,332 unique tracts.
The USACE Baltimore activity sample consisted of 20 Property IDs, of which 11 had eight or fewer tracts. A census of these 11 Property IDs was performed. The remaining nine Property IDs were sampled using simple random selection without replacement. We selected a total of 30 census tracts and 250 randomly selected tracts. The data was in hard copy form (by Property IDs) with tracts itemized below each Property ID. The random sample tracts were selected by generating random numbers using a program written in the statistical analysis software to randomly select items as a combination of page number and line number on the page.
The USACE Chicago activity sample consisted of 7 Property IDs and 20 tract items representing the total of all Property IDs and tract items within that activity. The total dollar value of land assets for the USACE Chicago activity was $357,936. Because of the immateriality of the dollar amount and number of Property IDs and tracts, and the fact that there was limited documentation for land assets available from that office, we treated the Chicago activity differently. In computing the first stage statistical projections we assumed the Chicago activity to have zero sample mean errors. However, in order to include the actual errors the auditors found in Chicago activity, we added back these errors to the calculated statistical projections for the other activities.
We removed all known administrative costs associated with a Property ID or tract from the population. However, when administrative costs were later discovered in the sample that had not been identified earlier, we treated the item as a zero error. We augmented the sample by adding the next item in the random selection list. Table D -2 shows the total number of donated land tracts identified in our review, donated tracts that were not valued at fair market value, and undocumented and documented tracts that were valued at fair market value. We identified only 68 out of 540 donated land tracts that were both given a fair market value and appropriately documented. 
